By CHARLES A, WAITE and JOSEPH C. WAKEFIELD

Federal Fiscal Programs

'L BB Benli seer 1984 Budeet. pre
sented to Congress in late January,
carries forward the basic fiscal policy
introduced by the administration in
1981, The main features of the new
budget are:

@ A continued rapid increase in na-
tional defense spending;

® A decline in nondefense spending
other than net interest;

® Adherence to the last stage of
the income tax cut provided for
by the Economic Recovery Tax
Act of 1981, although some in-
creases in social security taxes
and other taxes are proposed.

National defense spending increases
over 14 percent in 1984 (about 10.0
percent in real terms, according to
the administration). Increases are pro-
vided for virtually all weapons-sys-
tems projects already under way; no
new projects are proposed. Major em-
phasis continues to be on improving
the combat readiness and training of
forces, modernizing the various exist-
ing weapons systems, and increasing
naval strength.

MNondefense spending, other than
for net interest, declines slightly; in
real terms, the decline is 5 percent.
The administration's proposed pro-
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Source: “The Budget of the United States Government, Piscal Year 1084."

gram reductions more than account
for the decline. Major reductions are
in social security (excluding medi-
care), farm price support programs,
and in housing assistance.

The budget incorporates the recom-
mendations of the National Commis-
sion on Social Security Reform. The
major recommendations include: (1)
reschedule current tax rate increases;
(2) tax one-half of social security bene-

Note.—Hermione A. Anglin, David T'. Dobbs,
CGary W. Davis, Kathleen M. Downs, Karl D.
Galbraith, Donald L. Peters, Newman-
Santos, Deloris T. Tolson, and C.
ﬁ:mor assisted in the preparation of this arti-
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Bocial Becarity Recommendations

The National Commission on Social Security
Reform wase established in December 1981 and given
& mandate to review the financial condition of the
sncial sscurity trust funds, analyze potential solu-
thons to ensare the solvency of the funds and tha pro-
vizsion of appropriate bemefits, and provide recom-
mendations. The Commission met throughout 1952
and made their recommendations in sarly 1989; the
budget incorporates thess recommendations.

The major recommendations of the Commission in-
crease budget receipis 38.2 billion in fiscal year 1984.

# Reschedule increases in the social security tax
rate {£5.5 billion). Uwnder current law, the tax rate is
scheduled to increass to 11.4 percent from 10.8 per-
cent on January 1, 1985 and to 1.4 percent ¢n Janu-
ary 1, 1990. Under the recommendations, the tax
rate wili increase to [1.4 percent on January 1, 1984,
12,12 percent on January 1, 1988, and 12.4 percent on
January 1, 1990. For 1984 oniy, employess wowld be
allowed a refundable tex credit in the amount of the
increare in employee taxea over what would have
been payable under current law; under the recom-
mendaticn, the employee tax rate will increase 0.3
pareentage poinga to 5.7 porcent.

@ Tax social security b&mﬂm {FL.1 hIlliun] Under
current law, social security benefits are exempt from
Federal income tax provisions. Under the CECOM TSN
dations, gingle taxpayers with more than $20,000 of

adjusted gross income (325000 for married touples
filing a joint retern) from nen-social security sources
will be required to include 50 percent of their bene-
fits in adjustad groes income,

® Broaden coverage ($1.1 billion). Under current
law, Federsl chvilian emplyees are exempt from
social security coverage, amd State and local govern-
menta and nonprofit organizations are ot required
to participate in the program. Under the recommen-
detions, mandatory coverage will bs extanded to all
new Federal employvees and to all employees of non-
profit organizations, effective January 1, 1984, Siate
and local ts currently participating will no
longer be allowed to withdraw.

& Increnss the salf-employed tax rate ($0.6 billion).
Under carrent law, self~smployed individuals pay 75
percent of the combined employeremployee tax rate.
Under the recommendations, self-employed individ-
uale will be required to pay the combined rate, effec-
tive Jannary 1, 1984, One-half of the combined rate
will be deductible a8 5 business expense in calenlat-
ing taxable incoms.

The mejor recommendation of the Commission af
fecting expenditures in fizcal year 1984 in delaying
the coast-of-living adjustment to benefits for & montha
from July 1988 to January 1984, Thereaftar, cost-of-
living increages would occur in January. This recom-
mendation reduces aocial security benefits $2.1 bil-
Non in 19838 and $4.2 hillion in 1984,

fite above specified income levels; (3)
broaden coverage to include new Fed-
eral emplovees and all unecovered

nonprofit employees: (4} increase the
self-employed tax rate; and (3 delay
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the costofliving adjustment to bene.
fite for & monthy. (See “Social Secu-
vity Recommendations” above.)

Ervonomic assumptions

The sconomic assamptiona underly-
ing the fiscal year 1384 budget are
shown in table 1. GNP in constant
dollars is forecast to increase 8.1 per
cent from the fourth quarter of 1982
to the fourth quarter of 1983 and 4.0
permttothafuuﬂhquarteruflm.

te the Council of Exonomic
Admrs, ‘pruapecm for a mwderate,

e Bﬂunm:nm recovery begin-
ning early in 1948 are good.” This
view ia based on a turnaround in the
inventory evela brought about by con-
tinuing strength in personal consump-
tion expendituyes and defense pur.
chases. Cuts in production and in-
creases in sales by the end of 1982

brought inventorios more in line with
sales; consaquently, the forecast ias
based on the expectation that future
increases in consumer spending will
result in incressed production,
income, and employment. The pace of
the 1388 recovery is likely to be mod-
erate by historical standards; capital
epending will be restrained by low ca-
pacity utilization and the need to
build corporate liquidity; exports will
ba limited by the worldwide recegrion
and the lepped effect of the apprecie-
tion of the dollar. Prices, as measured
by the GNP deflator, increase 5.6 per-
cent to the fourth quartar of 1988 and
5.0 percent to the fourth guarter of
1384. The unemployment rate is fore
cast to he 104 percent in the fourth
guarter of 1988 and 9.5 parcent in the
fourth quarter of 1984. The rate i= ex-
pected . to reach about 11 percent in
the first half of 1983 pnd decline
thereafter by about one-quarter of a
percentage point per gquartar.
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{nifled budget

The unifled budget deficit decroasey
from $207.7 billior in fiscal year 1082
to $188.8 billion in fiscal year 1984
{table 2 and chart 1).

Recoipta increase $622 billion—or
10.5 percent—in 1984, to $659.7 bil-
lion. Receipts in 1988 ara $507.5 bil-
Hon, down 8.8 percent from 1982, Tax
reductions provided onder the Eco
nomic Recovery Tax Act of 1981
{ERTA) reduce receipts $180.8 billion
in 1984 and $82.6 billion in 1988, Tax
Increases provided under the Tax
Equity and Fiscal Responsibility Act
of 1982 (TERFA) and the Highway
Rovenus Act of 1982 raiee receipts
£42.1 billion in 1584 and $15.0 hillion
in 1988. Proposed legiglation, includ-
ing the recommendationa of the Na-
tionnl Commnission on Social Securlty
Reform, rmise receipts, on balance,
$11.2 billion in 1984.

Outlaye Incresse $43.3 hillion—ar
5.4 percent—in 1984, to $848.5 billion,
Outlays in 1988 are $805.2 billion, up
105 pervent from 1982, Twe func-
tiong—nnational defense and net inter-
eat—more than account for the 1984
increase; nearly three-quartera of the
increase is for national defense and
about one-third ie for net intersst. All
othar function= decline cn balance.
The adminietration 1 again proposing
various outlay reductiona; these total
$21.8 billion in 1984 and most require
Current services eslimales

Cayprent gervices estimates ghow
what mecaiptz and outlaya would be
without policy changea. They are nei-
ther recommended amounts nox fore-
casts, but rather are a base with
which administration or congressional
proposals can be compared. The leval
of ontlays ara thoae needed to maine
tain ongolng Federsl programs and
activities at 1983 levels in real terma.
The major exception is for the mili-
tary functions of the Department of
Dafense. For those functions, the 1988
extimate {6 hased on anacted levels re-
sulting from congressional m:f.mm
lant year; the 1984 ecstimate iz that
presented by the administration and
uuedhytheﬂongresumhudgatdaﬁh—
erationa lagt year
Umﬁedbudgetrm:ptam 1984 are
$10.9 billion higher than current serv-
ices receipts, largely due to the re-
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scheduling of the January 1985 social
security tax rate incresse to January
1984 (table 5). Other proposals that
reise unified budget receipta include
texing employer-paid health insur.
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cent of the 1984 reductions, with the
largest in social security. The unified
budget deficit is $42.7 billion lower
than the current services deficit.

Federal sector of the NIPA's

BEA has prepared estimates of the
Federal sector on the national income
and product accounting (NIPA) basis
consistent with the unified budget es-
timates (table 2). The estimates in
this article differ slightly from the
preliminary estimates published in
late January in the budget; details of
the latter are shown in Special Analy-
gsis B, “Federal Transactions in the
National Income Accounts.” The esti-
mates in this article incorporate re-
vised NIPA estimates for the fourth
gquarter of 1982 and more detailed in-
formation about tax changes than in
the budget.

Estimates of the Federal sector are
integrated conceptually and statisti-
cally with the rest of the NIPA's and
differ in several respects from the
unified budget. Unlike the unified

Table 8. —<Breakdown of Changes in Federal
Expenditures, NIPA Basis
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budget, they exclude financial trans-
actions, such as loans, and record sev-
eral categories of receipts and expend-
itures on a timing basis that is differ-
ent from the budget. (For a more de-
tailed discussion of the differences,
see the February 1980 Sumrvey orF
CurrenT Business.) Table 4 shows the
relation between unified budget and
NIPA receipts and table 5 shows the
relation between unified budget out-
lays and NIPA expenditures.

Some transactions are treated dif-
ferently in the NIPA's and in the uni-
fied budget but because they do not
result in differences between total re-
ceipts or expenditures, they do not
show up in the reconciliation tables.
An example is the new payment-in-
kind (PIK) agriculture program initi-
ated in January 1983 by administra-
tive action. Under this voluntary pro-
gram, farmers of wheat, feed grains,
cotton, and rice will receive these
crops, instead of cash diversion pay-
ments, in return for setting aside
acreage from production. In the uni-
fied budget, the PIK will not be treat-

M

Federal Government Receipts,
NIPA Basis
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ed as an outlay. In the NIPA's, nonde-
fense purchases—Commodity Credit
Corporation inventories—will decline
and subsidy payments to farmers (by
imputation) will increase by an equal
amount, resulting in no change in
total Federal sector expenditures.
(Elsewhere in the NIPA’s, farm inven-
tories increase by the amount of the
PIK, and farm income increases by an
equal amount. GNP is unchanged be-
cause the increase in farm inventories
is offset by the decline in nondefense
purchases. Farm produet iz un-
changed, but national income and
personal income are increased by the
amount of the PIK.) PIK amounts to
£1.2 billion in fiscal year 1983 and
£3.8 billion in fiscal year 1984,
Federal receipts on the NIPA basis
in 1984 are $686.2 billion, up $57.7 bil-
lion from 1983 (chart 2). The increase
is the net result of a $67.7 billion in-
crease due to higher tax bases and a
$10.0 billion decrease due to tax
changes (table 6). Enacted tax
changes reduce receipts $23.2 billion
in 1984; this reduction is the net of

Table 9 —KRelation of National Defense Pur-
chases in the National Income and Product
Aceounts to National Defense Outlays in the
Unified Budget

[Billions of dollars)
Fiscal year
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Atomic emergy and olher B
defense-related activities. ... 46 6.8 6.7
Flus: Military peskstance out-
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tax cutz, largely from ERTA, partly
offset by taz incresses from TEFRA

and frorn the Highway Revenue Act
and by sociel security rate and hase
increnses. (See the August 1981
Survey for details on ERTA and the
September 1952 Symvey for details on

SURVEY OF CURRENT BUSINESS
TEFRA.) Proposed legislation raises
receipta $13.2 billion in 1984. Table 7
shows the direct Impact of selected
tax changes on NIFA receipis.

Federal expenditures on the NIPA
basie in 1984 are $877.8 billion, up
$42.8 billion from 1983, Teble 8 high-

13

lights the major Iactora that eontrib-
ute to recent changes in Federal Ex-
pendftures. The largest in 1984 is a
$29.6 billion increase in hational de-
fense "all other expenditures,” which
congists of national defense expendi-
tures other than the pay reise; this

Table 16.—Federal Governmenat Becelipia and Expeanditures, NIFA Banie
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increase accounts for over 60 percent
of the total increase. Social security
benefits together with military and ci-
vilian pensions contribute $£18.5 bil-
lion; net interest paid, $14.2 billion;
and highway grants, $3.1 billion.
Partly offsetting these increases are
declines in unemployment benefits, in
all other nondefense expenditures,
and in agricultural purchases by the
g.;ummod.ity Credit Corporation (chart

Table 9 shows the relation between
national defense outlays in the uni-
fied budget and national defense pur-
chases on the NIPA basis. In 1984,
outlays, which are recorded on a
checks issued basis, increase slightly
more than purchases, which are re-
corded largely on a delivery basis.
The larger increase in outlays reflects
the steep increase in procurement of
military hardware, for which checks
are issued prior to delivery.

Quarterly pattern.—On a quarterly
basis, the Federal deficit increases in
the third quarter of 1983 when
income tax withholding rates are cut
for the final stage under ERTA. The
introduction of withholding for inter-
est and dividend income on July 1,
1988 partly offsets the rate cut. The
deficit declines steadily thereafter,
partly reflecting enacted and pro-
posed tax increases (table 10).

The quarterly pattern is estimated
by BEA with the cooperation of the
Office of Management and Budget,
the Social Security Administration,
and the Departments of Agriculture,
Labor, and Treasury. Receipts reflect
the pattern of enacted and proposed
tax changes and the administration's
projected quarterly pattern of wages
and profits. Expenditures reflect the
pattern of proposed legislation and se-
lected other items, such as cost-of-
living increases in retirement bene-
fits. All estimates are seasonally ad-
justed at annual rates.

High-employment surplus or defi-
cit. —The high-employment surplus is
an estimate of the amount by which
Federal revenues would exceed Feder-
al expenditures if the economy were
operating at a high-employment level
of activity at current price levels.
Consequently, cyclical fluctuations in
the economy do not affect high-em-
ployment budget receipts or expendi-
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tures. (See the November 1980
Survey for a discussion of the limita-
tions of the high-employment budget
and BEA's methodology for calculat-
ing the estimates, the April 1982
Survey for refinements of the meth-
odology, and the November 1082
Survey for discussions of the uses
and usefulness of the high-employ-
ment budget.)
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Table 11.—High-Employment Surplus or
Deficit ( —), NIPA Basis
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As measured on a high-employment
basis, the Federal sector of the
NIPA's was in slight surplus in calen-
dar year 1981 and swung to deficit in
1982; the deficit will widen in 1983 by
$15 billion (table 11 and chart 1). On
a quarterly basis, the high-employ-
ment budget swung to deficit in the
fourth quarter of 1981, when income
tax withholding rates were first cut
under ERTA. The deficit declined
thereafter, but increased in the third
quarter of 1982 when the second stage
of rate cuts became effective. The
deficit declines in the first half of
1983 but incremses in the second,
when the final withholding rate cut
under ERTA becomes effective; there-
after it declines.

The high-employment deficit dis-
cussed above is based on a high-em-
ployment unemployment rate that is
5.1 percent in 1981, declines to 4.9
percent by mid-1983, and remains flat
thereafter, Table 11 also shows what
the high-employment surplus or defi-
cit would be assuming a high-employ-
ment unemployment rate of 6 percent
throughout the 1981-84 period. On
this basis, the high-employment defi-
cit is $20 billion to $30 billion higher,
but follows the same quarterly pat-
tern.



